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(ii) Relationship between benefited share-
holders and corporation.

(iii) Relationship between fast-pay share-
holders and corporation.

(3) Other rules.
(i) Character of the financing instruments.
(ii) Multiple types of benefited stock.
(iii) Transactions affecting benefited

stock.
(A) Sale of benefited stock.
(B) Transactions other than sales.
(iv) Adjustment to basis for amounts ac-

crued or paid in taxable years ending before
February 27, 1997.

(d) Prohibition against affirmative use of
recharacterization by taxpayers.

(e) Examples.
(f) Reporting requirement.
(1) Filing requirements.
(i) In general.
(ii) Controlled foreign corporation.
(iii) Foreign personal holding company.
(iv) Passive foreign investment company.
(2) Statement.
(g) Effective date.
(1) In general.
(2) Election to limit taxable income attrib-

utable to a recharacterized fast-pay arrange-
ment for periods before April 1, 2000.

(i) Limit.
(ii) Adjustment and statement.
(iii) Examples.
(3) Rule to comply with this section.
(4) Reporting requirements.

[T.D. 8853, 65 FR 1313, Jan. 10, 2000]

§ 1.7701(l)–1 Conduit financing ar-
rangements.

Section 7701(l) authorizes the
issuance of regulations that recharac-
terize any multiple-party financing
transaction as a transaction directly
among any two or more of such parties
where the Secretary determines that
such recharacterization is appropriate
to prevent avoidance of any tax im-
posed by title 26 of the United States
Code.

[T.D. 8611, 60 FR 41015, Aug. 11, 1995, as
amended by T.D. 8735, 62 FR 53502, Oct. 14,
1997]

§ 1.7701(l)–3 Recharacterizing financ-
ing arrangements involving fast-pay
stock.

(a) Purpose and scope. This section is
intended to prevent the avoidance of
tax by persons participating in fast-pay
arrangements (as defined in paragraph
(b)(1) of this section) and should be in-
terpreted in a manner consistent with
this purpose. This section applies to all
fast-pay arrangements. Paragraph (c)

of this section recharacterizes certain
fast-pay arrangements to ensure the
participants are taxed in a manner re-
flecting the economic substance of the
arrangements. Paragraph (f) of this
section imposes reporting require-
ments on certain participants.

(b) Definitions—(1) Fast-pay arrange-
ment. A fast-pay arrangement is any
arrangement in which a corporation
has fast-pay stock outstanding for any
part of its taxable year.

(2) Fast-pay stock—(i) Defined. Stock
is fast-pay stock if it is structured so
that dividends (as defined in section
316) paid by the corporation with re-
spect to the stock are economically (in
whole or in part) a return of the hold-
er’s investment (as opposed to only a
return on the holder’s investment). Un-
less clearly demonstrated otherwise,
stock is presumed to be fast-pay stock
if—

(A) It is structured to have a divi-
dend rate that is reasonably expected
to decline (as opposed to a dividend
rate that is reasonably expected to
fluctuate or remain constant); or

(B) It is issued for an amount that
exceeds (by more than a de minimis
amount, as determined under the prin-
ciples of § 1.1273–1(d)) the amount at
which the holder can be compelled to
dispose of the stock.

(ii) Determination. The determination
of whether stock is fast-pay stock is
based on all the facts and cir-
cumstances, including any related
agreements such as options or forward
contracts. A related agreement in-
cludes any direct or indirect agreement
or understanding, oral or written, be-
tween the holder of the stock and the
issuing corporation, or between the
holder of the stock and one or more
other shareholders in the corporation.
To determine if it is fast-pay stock,
stock is examined when issued, and, for
stock that is not fast-pay stock when
issued, when there is a significant
modification in the terms of the stock
or the related agreements or a signifi-
cant change in the relevant facts and
circumstances. Stock is not fast-pay
stock solely because a redemption is
treated as a dividend as a result of sec-
tion 302(d) unless there is a principal
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